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V
(Note to Chapter VIII, page 274)
It may be in place to indicate in a more articulate way how
these large loans and high rates of interest work out in the in-
dustrial situation and the redistribution of ownership. The im-
mediate results are twofold: the general rate of discount rises;
and a large volume of funds is placed at the disposal of the debtor
governments. From the rise in the rate of interest (as, e.g., from
4% to 6%) it follows immediately that the market value of
previously outstanding securities declines by a corresponding
amount; other vendible property similarly declines, although
much of the industrial plant will very shortly recover, owing to
secondary effects of the transfer of funds involved in the loans.
The immediate (and transient) effect of the loans is to withdraw
funds from the general loan market, leaving the business com-
munity short in respect of the funds currently employed in in-
dustrial financiering and as "working capital" among industrial
business concerns; hence a pronounced depression, as the first
consequence, which is heightened by the prevalent short-sighted
timidity of business men. The war loans, however, have not de-
creased the volume of funds currently available; on the contrary,
this volume has doubtless been increased by the operation, inas-
much as the new inducements offered will have led to an added
strain on the part of the possible lenders; the financiering houses
will "trade on a thinner equity" under provocation of an advanc-
ing rate of discount and an unexceptionable security offered by
the governments. The borrowed funds are shortly thrown into
the goods market as a demand for articles of use, directly and in-
directly, in the prosecution of the war; which increases the de-
mand and advances the price of such goods, and brings on activity
in the industries that supply these goods or the raw materials and
subsidiary materials required for the purpose. Other lines of in-
dustry will apparently not be affected, for the time being, and so
will fall into a more lasting depression. Industrial plant (and com-